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ABSTRACT 

In the Healthy Meals for Healthy Americans Act of 
1994, Congress directed the Government Accounting Office (GAO) to 
examine the use of private food establishments and caterers by 
schools participating in federal programs for school meals. In 
conducting its review, the GAO relied primarily on questionnaires 
returned by food authorities that had contracts with food service 
companies during the 1994-95 school year. Specific areas addressed 
included: (l) the extent to which schools use private companies to 

operate their lunch program and the impacts that the use of these 
companies has on the National School Lunch Program; (2) terms and 
conditions in contracts between schools and food service companies; 
and (3) extent to which fast foods and vending machines are available 
in schools and the types, brands, and nutritional content of the fast 
foods offered. This report details the GAO's findings. Chapter 1 of 
the report provides an introduction to the National School Lunch 
program, food service management companies, and ’’fast foods. Chapter 
2 addresses the finding that the use of food service companies to 
manage school food services is increasing. Chapter 3 addresses the 
finding that food service contracts vary in content and in compliance 
with selected federal requirements. Chapter 4 addresses the finding 
that the percentage of schools offering brand-name fast foods has 
increased. Four appendices include the survey methodology, federal 
lunch pattern requirements, nutritional content of four brand-name 
fast food items, and major contributors to the report. Twenty-eight 
tables and figures augment the research findings. (SD) 
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Executive Summary 



Purpose 



Under the multibillion-dollar National School Lunch Program, local school 
districts receive federal funds for lunches that meet the program’s 
requirements for a nutritious, well-balanced meal. Although these school 
districts, through their school food authorities, have traditionally operated 
their own school meals program, a number have contracted with private 
food service management companies to plan, prepare, and serve school 
meals. In addition, some schools have purchased brand-name fast foods to 
serve as part of their school meals or as a la carte items. 

In the Healthy Meals for Healthy Americans Act of 1994 (P.L. 103-448), the 
Congress directed gao to study the use of private food establishments and 
caterers by schools participating in the federal programs for school meals. 
As agreed with the cognizant congressional committees, GAO 
(1) determined the extent to which food authorities use food service 
companies to operate their school lunch program and the impacts that the 
use of food service companies has had on various aspects of the National 
School Lunch Program; (2) described the terms and conditions in the 
contracts between food authorities and food service companies; and 
(3) determined the extent to which fast foods and snack foods in vending 
machines are available in schools participating in the program and 
described the types, brands, and nutritional content of the fast foods most 
commonly offered. 

In conducting this review, gao relied primarily on information contained in 
(1) 1,175 questionnaires that were returned to gao by food authorities that 
had contracts with food service companies in school year 1994-95, (2) 765 
questionnaires returned by a national random sample of food authorities 
that did not use food service companies in that same year, and (3) 1,887 
questionnaires returned by a national random sample of public school 
cafeteria managers, gao also analyzed a random sample of 68 contracts. 



Results in Brief 



About 8 percent of the food authorities nationwide that participated in the 
lunch program in school year 1994-95 used food service management 
companies. This percentage is up from about 4 percent in school year 
1987-88, the last year that comparable data were available. Most of the 
food authorities using food service companies reported that they turned to 
the companies for financial reasons, such as their belief that using a 
private company would reduce budget deficits and increase revenues. 
Compared with those food authorities that did not use food service 
companies, food authorities using food service companies had about the 
same situation regarding reported budget deficits but lower levels of 
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Executive Summary 



students’ participation in the lunch program. According to food 
authorities’ responses, most food service workers remained employed 
either with the school district or the food service company as the result of 
contracting with a food service company. 

Food authorities’ contracts with food service companies vary in content 
and compliance with the federal requirements governing these contracts. 
Contracts vary by the services provided by the food service company, such 
as by the types of meals and nutrition education provided, and by the 
associated fees for those services. In addition, about one-half to two-thirds 
of the contracts did not contain all the standard contractual provisions 
necessary to ensure compliance with federal requirements. For example, 
the provisions most often omitted were those intended to ensure that the 
food authorities maintain control of the school meals programs, gao is 
concerned that the failure to include some of these provisions in the 
contracts may diminish compliance. 

The results of gao’s survey of cafeteria managers indicates that an 
estimated 13 percent of the public schools participating in the lunch 
program offer brand-name fast foods. The most popular types of foods 
were pizzas, burritos, and subs and other sandwiches. These foods can be 
incorporated into a school lunch that meets federal requirements. In an 
estimated 20 percent of the schools, students had access to snack foods 
and drinks from vending machines during lunch. 



Background 



In fiscal year 1995, the U.S. Department of Agriculture (usda) spent about 
$5.2 billion to provide the nation’s school-age children with nutritious 
foods and promote healthy eating choices through its lunch program. State 
agencies, usually departments of education, are responsible for the 
statewide administration of the program, including disbursing federal 
funds, monitoring the program, and record keeping. Many of these 
responsibilities are carried out in cooperation with food authorities. Food 
authorities are responsible for managing school food services for one or 
more schools or for a school district. 

Schools participating in the lunch program receive cash reimbursements 
and commodities for each meal served. In turn, they must serve lunches 
that meet federal nutritional requirements and offer these lunches free or 
at a reduced price to children from families whose income falls below 
certain specified levels. 
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usda’s regulations stipulate that if a food authority contracts with a food 
service company, the food authority must remain responsible for the 
overall operation of its food service to ensure that the program is 
administered in an accountable manner and that all of the program’s 
regulations are met. This responsibility requires the food authority to 
maintain direct involvement in the food service operation, such as 
monitoring the food service company’s operation through periodic on-site 
visits. 



Principal Findings 



Use of Food Service 
Companies to Manage 
School Food Services Is 
Increasing 



From school year 1987-88 through school year 1994-95, the number of food 
authorities participating in the lunch program and contracting with food 
service companies to operate their schools’ food services increased from 4 
to 8 percent. These food authorities tend to be larger, on average, in terms 
of the number of schools for which they are responsible and the number of 
students enrolled than food authorities that do not use these companies. 

Most food authorities using one of these food service companies reported 
financial considerations, such as their belief that using a company would 
reduce budget deficits and food service costs as reasons for their decision. 
For example, 61 percent reported that before using a food service 
company, their food service operated at a deficit. The food authorities 
using these companies reported financial improvements, including lower 
costs for food, payroll, employee benefits, and administration. However, 

19 percent of the food authorities reported that they were operating at a 
deficit after contracting with a food service company, about the same 
percentage reported by food authorities not using these companies in 
school year 1995-96. In addition, the food authorities with food service 
contracts reported increased student participation in the lunch program; 
however, participation is still below the level for food authorities that did 
not use these companies — 49 percent compared with an estimated 65 to 
68 percent. 

After contracting with a food service company, food authorities reported 
varied impacts on food service workers. Forty-three percent reported that 
most or all of their workers were retained as employees of the school 
district. However, 32 percent reported that most or all of their workers lost 
their jobs with the school district but were rehired by the private 
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Executive Summary 



company. Most food authorities using these companies reported 
reductions in personnel-related food service costs. 



While almost all food authorities’ contracts with food service companies 
state that the company prepares and serves meals, the contracts vary by 
the types of meals provided, such as breakfast and/or lunch. Moreover, 
some of the related meal services were assigned to the food authority or 
shared by both the company and the food authority. For example, most of 
the contracts assigned the (1) purchasing of food to the company, 

(2) repair and maintenance of equipment to the food authority, and 

(3) menu planning jointly to the food authority and the company. In 
addition, some of the contracts state that the existing food service staff 
will be retained; most contracts do not mention the retention of existing 
school staff at all. 

Most food service contracts specify a cost-plus-a-fixed-fee payment 
structure, but fees and other financial provisions vary. For example, fees 
are for administrative costs, management costs, or both and are calculated 
on an annual basis, per-meal basis, or both. Many of the contracts stipulate 
only an annual fee, about half stipulate only a per-meal fee, and some 
stipulate both types of fees. Food service contracts vary in their treatment 
of rebates and discounts received by the food service company when it 
purchases food for the food authorities. Many contracts do not address 
rebates and discounts, and some allowed the company to keep portions of 
these discounts. 

usda’s guidance for food service contracts specifies a number of 
provisions that must appear in the contracts to ensure that federal 
requirements are met. State agencies, according to usda’s guidance, are 
responsible for reviewing the contracts to ensure that they contain all of 
the required federal provisions. The provisions that gao selected for 
review address financial controls, usDA-donated foods, monitoring and 
evaluation, and the contracts’ duration and renewal, gao found that about 
one-half to two-thirds of the food service contracts do not contain 
provisions for all eight federal requirements reviewed. Moreover, the 
provisions most often omitted from the contracts were those intended to 
ensure that the food authority maintains control of the school meals 
programs. The failure to include some of the required provisions in the 
contracts may create uncertainty about the food service company’s 
responsibilities and diminish the food authority’s ability to ensure that the 
food service company complies with the lunch program’s requirements. 

8 

GAO/RCED-96-2 1 7 School Lunch Program 



o 

ERIC 



Page 6 



Food Service Contracts 
Vary in Content and in 
Compliance With Selected 
Federal Requirements 



Executive Summary 



Percentage of Schools 
Offering Brand-Name Fast 
Foods Has Increased 



The percentage of public schools participating in the lunch program that 
offered brand-name fast foods increased dramatically from about 2 to 
13 percent from school year 1990-91 through school year 1995-96. Among 
other characteristics, schools that offered brand-name fast foods were 
more likely to be located in the suburbs, have larger student populations, 
and use a food service company. These schools also offered one or two 
brand-name fast-food items twice a week, on average. 



Most schools reported benefits from using brand-name fast foods. 
Seventy-five percent of the cafeteria managers reported that a desire to 
increase student participation in the lunch program was one of the reasons 
their schools decided to offer brand-name fast foods. Consistent with this 
desire, the most frequently cited benefit was an increase in both school 
lunch and a la carte sales. Cafeteria managers at schools that were not 
using brand-name fast foods reported most frequently that they believe the 
food currently being served by their school was more nutritious. 

Federal reimbursements are not provided to schools for brand-name 
fast-food items served a la carte because, by themselves, they do not meet 
usda’s nutritional standards. However, meals that include brand-name fast 
foods and other foods prescribed by the lunch program can be eligible for 
federal reimbursement, gao’s analysis of available ingredient information 
for four fast foods — Pizza Hut’s pepperoni pizza, Domino’s pepperoni 
pizza, Taco Bell’s bean burrito, and Subway’s Club sandwich — and the 
lunch program’s requirements show that these items can be incorporated 
into a reimbursable lunch. 



During lunch, students had access to snack foods and/or drinks in most of 
the schools. Two-thirds of the schools provided items such as juices, 
baked goods, and ice cream through a school canteen or a la carte sales 
during the lunch period. About one in five of the schools made such items 
available in vending machines. 



Recommendation 



To achieve improved compliance with usda’s guidance, gao recommends 
that the Secretary of Agriculture direct the Administrator, Food and 
Consumer Service, to work with appropriate state officials to ensure that 
food service management companies’ contracts contain the provisions 
required by usda’s guidance on contracting with food service management 
companies. 
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Agency Comments 



gao provided copies of a draft of this report to the Department’s Food and 
Consumer Service for its review and comment, gao met with agency 
officials including the Director of the Grants Management Division, usda 
concurred with gao’s recommendation and plans to take action. Planned 
actions include (1) sending a letter to appropriate state agencies 
reiterating the importance of including required provisions in food service 
management contracts and (2) making usda’s guidance for these contracts 
more readily available by placing it on the agency’s automated information 
system and the Internet. In addition, agency officials provided gao with 
some technical comments that were incorporated into the report as 
appropriate. 
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Chapter 1 



Introduction 



In fiscal year 1995, the U.S. Department of Agriculture (usda) spent about 
$5.2 billion to provide the nation’s school-age children with nutritious 
foods and promote healthy eating choices through its National School 
Lunch Program. 1 State agencies, usually departments of education, are 
responsible for the statewide administration of the lunch program through 
the disbursing of federal funds, monitoring of the program, and record 
keeping. Many of these responsibilities are carried out in cooperation with 
local school food authorities. Food authorities are responsible for 
managing school food services for one or more schools or for a school 
district. 

Schools have traditionally operated their own food services. However, 
some important changes in the . way they provide meals have taken place 
since the 1980s. Some food authorities have contracted with private food 
service management companies (fsmc) to operate their school food 
services. In addition, some schools are offering brand-name fast foods as a 
part of the lunch program meal or as separate (a la carte) items. 



National School 
Lunch Program 



According to usda, on a typical school day in fiscal year 1996, the lunch 
program provided about 26 million students with balanced and low-cost or 
free lunches nationwide. Of these students, about 25 million, or about 96 
percent, attended public schools, and about 967,000, or about 4 percent, 
attended private schools. Within a school district, schools can choose to 
participate or not participate in the program. During fiscal year 1995, 
about 94,000 institutions, including about 89,000 schools and about 5,000 
residential child care institutions participated in the lunch program, 
according to usda. 2 State education agencies usually administer the 
program through agreements with food authorities. The federal cost to 
support school lunches in fiscal year 1995 was about $5.2 billion, including 
about $613 million in federal commodity donations, such as beef patties, 
flour, and canned vegetables. The lunch program operates in all 50 states, 
the District of Columbia, and U.S. territories and possessions. 

Schools participating in the lunch program receive cash reimbursements 
and commodities from the federal government for each meal served. In 
turn, they must serve lunches that meet federal nutritional requirements 
and offer these lunches free or at a reduced price to children from families 



lr The program is authorized under the National School Lunch Act (42 U.S.C. 1751 et seq.). 

^sidential child care institutions include, but are not limited to, homes for the mentally, emotionally, 
or physically impaired; temporary shelters for abused or runaway children; and juvenile detention 
centers. 
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whose income falls below certain levels. 3 For school year 1995-96, schools 
were reimbursed $1,795 for each free lunch, $1,395 for each reduced-price 
lunch, and 17.25 cents for each full-pay lunch. In addition, schools 
received 14.25 cents worth of commodity foods for each lunch served. 
These lunch program meal reimbursements and donated commodities 
help to sustain the food services provided by food authorities. However, in 
some areas, food authorities may incur meal costs that are below or above 
the lunch program’s reimbursements because of food, labor, and other 
food service-related cost variations, thus creating surpluses or deficits in 
some food service budgets. 4 

usda has developed a “lunch pattern” for five different age and grade 
categories. (See app. H.) This pattern requires that a school lunch contain 
five food items chosen from the four basic food groups. The size of the 
portions varies by these categories; nevertheless each lunch, at a 
minimum, must contain (1) one serving of a meat or a meat alternate, 

(2) one serving of a bread or bread alternate, (3) one serving of milk, and 
(4) two servings of vegetables or fruits. 5 Schools must offer all five food 
items unless, as provided by the lunch program’s regulations, they use the 
“offer versus serve” option. Under this option, a school must offer all five 
food items, but a student may decline one or two of them. All high schools 
must use the “offer versus serve” option, and middle and elementary 
schools may use it at the discretion of local officials. According to a 1993 
report prepared for usda, 6 71 percent of elementary schools and 90 percent 
of middle schools used this option. 

Participating schools also agree to collect data on the number of meals 
served and are responsible for other tasks, such as verifying the income of 
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3 Children from families with an income at or below 130 percent of the poverty level (currently $20,280 
for a family of four in the contiguous 48 states and the District of Columbia) are eligible for free meals. 
(Special rates apply to Alaska and Hawaii.) Those with an income between 130 percent and 
186 percent of the poverty level (currently $28,860 for a family of four) are eligible for reduced-price 
meals. Children from families with an income over 186 percent of the poverty level pay full price, 
although their meals are still subsidized to some extent 

4 See Food Assistance: Information on Meal Costs in the National School Lunch Program 
(GAO/RCED-9432BR, Dec. 1, 1993). — 

school lunches are intended to provide children with enough nutrients to approximate one-third of 
the essential Recommended Dietary Allowances The lunch program's regulations, effective for school 
year 1996-97, require compliance with the Dietary Guidelines for Americans. Among other things, these 
guidelines, which represent the official nutritional policy of the U.S. government, establish maximum 
daily amounts of total fat and saturated fat No more than 30 percent of calories should come from fat, 
and less than 10 percent should come from saturated fat (See 7 C.F.R. 210.) 

QThe School Nutrition Dietary Assessment Study: School Food Service, Meals Offered, and Dietary 
Intakes, Mathematica Policy Research, Inc. (Oct 1993). 
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families with students to determine whether the students are eligible for 
free or reduced-price lunches. 

According to the American School Food Service Association, school lunch 
preparation usually occurs at individual or centrally located school 
kitchens. These facilities are operated by the food authorities or, with their 
approval, by others, such as fsmcs. 



Food Service 
Management 
Companies 



In 1970, usda issued regulations permitting food authorities to contract 
with fsmcs to operate their school food services. 7 Food authorities may 
contract with fsmcs for many aspects of their school food service. The 
commercial organizations that typically contract with food authorities to 
operate food services include large national companies, such as Marriott, 
Canteen, and ARAMARK; companies operating regionally or at multiple 
sites in a state; and companies servicing a single school district. The 
services provided by fsmcs are likely to include some combination of the 
following management and operational service: 

Food services, including meal planning, food purchasing, storage, 
preparation, and packaging and serving the food to students. 

Accounting services and the design of financial controls, budgets, and 
reporting systems, including those required for state and federal reports. 
The design of facilities, maintenance and replacement of equipment, and 
cleaning services. 

Staffing and personnel management. 

Support activities, such as marketing and promotion of school meals, and 
nutrition information and education programs. 

usda’s regulations stipulate that if a food authority contracts with an fsmc, 
the food authority must remain responsible for the overall operation of its 
food service to ensure that the program is administered in an accountable 
manner and that all of the program’s regulations are met. This 
responsibility requires the food authority to maintain direct involvement in 
the food service operation, such as monitoring the food service operation 
through periodic on-site visits. 



Brand-Name Fast 
Foods 



While food authorities have traditionally prepared their own foods for 
school lunches, many have begun to serve brand-name fast foods in recent 
years. These foods are ready-to-serve — for example, pizzas, burritos, subs, 




7 7C.F.R. 210.16. 
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and sandwiches — and are generally prepared and delivered to schools by 
fast-food vendors such as Pizza Hut, Domino’s Pizza, Taco Bell, and 
Subway as well as by local vendors. Unlike fsmcs, these vendors usually 
do not manage schools’ food service operations. Instead, they provide 
schools with a food product at a specified time. For example, a pizza 
vendor may agree to provide a school with fresh, hot pizza for lunch on 
every other Wednesday. 

Unless a fast-food vendor operates as an fsmc, usda does not allow these 
vendors to sell directly to students at school. Instead, these vendors 
typically sell their food products to a school or its fsmc, which, in turn, 
sells the products to the students. Schools can offer brand-name fast foods 
as part of a reimbursable lunch, as an a la carte item, or both. 



fYhippfivPQ q rnnp In the Healthy Meals for Healthy Americans Act of 1994 (P.L. 103-448), the 

L/DjeC Lives, oCOpe, Congress directed us to study the use of private food establishments and 

and Methodology caterers by schools participating in the National School Lunch or School 

Breakfast Programs. 8 In response to this mandate, and as agreed with the 
offices of the Senate Committee on Agriculture, Nutrition, and Forestry 
and the House Committees on Agriculture and on Economic and 
Educational Opportunities, we (1) determined the extent to which food 
authorities use fsmcs to operate their food services and the impacts that 
their use has had on various aspects of the lunch program, such as student 
participation, school food service employment, the generation of revenues 
through school meal sales, and a la carte sales of food in schools; 

(2) described the terms and conditions under which schools that 
participate in the lunch program use fsmcs; and (3) determined the extent 
to which schools that participate in the lunch program are provided with 
fast foods and snack foods in vending machines, described the most 
frequently used types and brands of fast foods commonly offered, and 
described their nutritional content. 

Because our preliminary work demonstrated that developing a nutritional 
profile of the hundreds of different food products available nationwide to 
students during school hours would be excessively costly, we discussed 
this issue with the offices of the cognizant committees. Given the technical 
complexities of the requirement and the limits on our resources and 
reporting time frame — our mandate required us to complete our work by 
September 1, 1996 — we agreed with the cognizant committees to limit our 



SThe Congress directed that we and the Office of Technology Assessment jointly conduct this study. 
However, the Congress did not provide fiscal year 1996 operational funds for the Office of Technology 
Assessment The office ceased operations on September 29, 1996. 
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work on the third objective to (1) presenting nutritional information for a 
sample of popular brand-name fast food products and (2) describing the 
types of vending machine foods commonly available in schools 
participating in the lunch program. As further agreed, we limited our 
review to the lunch program — the largest of usda’s school meals programs. 

To address the first objective, we contacted each of the 50 states and the 
District of Columbia to obtain their school year 1994-95 lists of all food 
authorities, both public and private, and all food authorities using an fsmc. 
We then mailed questionnaires to 1,462 food authorities that states had 
identified as having contracts with fsmcs during the 1994-95 school year. In 
the course of our review, we identified 75 food authorities that were 
residential child care institutions, did not participate in the lunch program, 
or did not have contracts with fsmcs. We excluded these food authorities 
from the universe of 1,462 food authorities, thereby developing a universe 
of 1,387 food authorities. Eighty-five percent (1,175) of the remaining 1,387 
food authorities returned a completed questionnaire. Hence, our survey 
results for this group represent only the 1,175 survey respondents that 
participated in the lunch program and had fsmc contracts during school 
year 1994-95. 

In addition, we mailed questionnaires to a national random sample of 934 
of the food authorities that did not have contracts with fsmcs. Of those, 

89 percent (835) of the food authorities returned completed 
questionnaires. However, 70 of the food authorities reported that they did 
not participate in the lunch program or did use an fsmc during school year 
1994-95. These questionnaires were not included in our analysis. We used 
the responses from the remaining 765 questionnaires to compare food 
authorities that had fsmc contracts with those that did not. Our survey 
results represent the views of about 14,801 food authorities that do not 
have contracts with fsmcs. 

To address the second objective, we reviewed relevant federal regulations 
and usda’s guidance on contracting with fsmcs and collected and analyzed 
a random sample of 68 food service contracts to identify the selected 
terms and conditions of these contracts and reviewed relevant federal 
studies and evaluations of fsmc contracts. The results of our analyses of 
the 68 contracts can be generalized to about 1,212 of the food authorities 
participating in the lunch program that had contracts with fsmcs for their 
school lunch programs during school year 1994-95. 
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With respect to the third objective, we mailed questionnaires to a national 
random sample of 2,450 public school cafeteria managers to obtain 
information on the extent of their use of brand-name fast foods and the 
availability of snack foods in vending machines in public schools. The 
results of this survey are presented in our report entitled School Lunch 
Program: Cafeteria Managers’ Views o n Food Wasted by Students 
(gao/rced- 96 - 191 , July 18, 1996). Of this sample, 1,887 cafeteria managers 
who participated in the lunch program returned a questionnaire. We 
summarized the data that the respondents provided us with to determine 
the extent to which brand-name fast foods were used in the lunch program 
and the types of snack foods sold to students a la carte from vending 
machines or by canteens during lunch. This information represents the 
views of cafeteria managers in about 80 percent of the public schools that 
participated in the lunch program nationwide. 

Three of our data collection strategies relied on statistical sampling, 
including the survey of food authorities not contracting with fsmcs, the 
selection of contracts between food authorities and fsmcs, and the survey 
of cafeteria managers. As with all sample surveys, our statistical estimates 
based on these data collection strategies contain sampling error — the 
potential error that arises from not collecting data from all food 
authorities — on all contracts or from cafeteria managers at all schools. 

We calculated the amount of sampling error for each estimate at the 
95-percent confidence level. This means, for example, that if we repeatedly 
sampled food authorities from the same universe and performed our 
analysis again, 95 percent of the samples would yield results within the 
range specified by our survey estimate plus or minus the sampling error. 
This range is the 95-percent confidence interval. 

We conducted our review from June 1995 through July 1996 in accordance 
with generally accepted government auditing standards. 
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Nationwide, about 8 percent of the food authorities participating in the 
lunch program used fsmcs in school year 1994-95, according to information 
from state agencies. This was up from about 4 percent in school year 
1987-88, the last year that comparable data were available. Food 
authorities’ use of fsmcs is generally concentrated in the Northeast and the 
Midwest. In addition, food authorities using fsmcs had a larger number of 
schools and students than food authorities not using fsmcs. The food 
companies serving these food authorities were most often companies that 
operate nationwide. 

Most food authorities reported that they had decided to use fsmcs for 
financial reasons, such as reducing food service costs and reducing budget 
deficits. Furthermore, food authorities considering the use of fsmcs 
reported that budget deficits were one reason for examining such a 
change. In contrast, food authorities that were not using fsmcs cited their 
own financial stability as a reason they do not use fsmcs. 

Food authorities using food service companies generally reported better 
financial conditions for their food services for the 1995-96 school year than 
for the year before using fsmcs. Seventy-eight percent reported operating 
at a surplus or about even with their budgets compared with 27 percent 
operating at a surplus or about even with their budgets prior to using 
fsmcs. In addition, food authorities using fsmcs said that both their level of 
student participation in the lunch program and their a la carte sales had 
increased. Although these food authorities reported improved financial 
conditions, their average participation rates in the lunch program were 
below those of food authorities not using fsmcs. 



The Number of Food 
Authorities Using 
FSMCs Has Increased 
and Is Concentrated 
in Certain Areas and 
Types of Food 
Authorities 



Although some food authorities participating in the lunch program have 
used fsmcs since the early 1970s, use of fsmcs by food authorities grew 
significantly during the 1980s and 1990s. Food authorities contracting with 
fsmcs are concentrated in certain areas of the country and have, on 
average, larger student populations. According to usda’s Office of 
Inspector General and food authorities’ responses to our questionnaires, 
the percentage of food authorities using fsmcs doubled from school year 
1987-88 through 1994-95, increasing from 4 to 8 percent of all food 
authorities. Food authorities with fsmc contracts reported that they 
provided meal services to about 7,500, or about 8 percent, of the 
approximately 89,000 public and private schools participating in the lunch 
program. 
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Although the use of fsmcs increased nationwide, most food authorities 
using them were concentrated in the Northeast and the Midwest, 
according to state information and our survey results. Figure 2.1 shows the 
areas of concentration. 




Source: Our analysis of state agencies' data. 
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Five states— Arkansas, Delaware, Louisiana, Nevada, and West 
Virginia — as well as the District of Columbia, had no food authorities using 
fsmcs in school year 1994-95. 

Furthermore, as table 2.1 shows, 10 states contained about three-fourths 
of the food authorities using fsmcs nationwide during school year 1994-95. 
The table also indicates the variation in the percentage of fsmc use within 
each of these states. 



Table 2.1 : States With Highest 
Percentage of Nationwide FSMC Use, 
School Year 1994-95 



State 


Number of 
SFAs in the 
state 


Number of 
SFAs in the 
state using 
FSMCs 


Percent of 
SFAs in the 
state using 
FSMCs 


SFAs using 
FSMCs as 
percent of the 
1,387 SFAs 
nationwide 
using FSMCs 


New Jersey 


808 


272 


34 


20 


New York 


1,320 


132 


10 


10 


Pennsylvania 


929 


132 


14 


10 


Illinois 


1,098 


123 


11 


9 


Michigan 


730 


109 


15 


8 


Texas 


1,149 


67 


6 


5 


Ohio 


972 


50 


5 


4 


Massachusetts 


420 


49 


12 


4 


Missouri 


878 


49 


6 


4 


California 


1,110 


48 


4 


3 


Total 


9,414 


1,031 




74 a 



Legend 

SFA = school food authority 



“Column does not total 74 because of rounding. 

Some of the 1,175 food authorities with fsmc contracts that responded to 
our questionnaire reported that they had used fsmcs for more than 20 
years. However, the majority of these food authorities reported using 
fsmcs for a much shorter period. Figure 2.2 shows the number of years 
that these food authorities reported using fsmcs. Our analysis indicates 
that at the time of our survey, 10 years was the average amount of time 
that food authorities used fsmcs. 
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Figure 2.2: Number of Years That Food 
Authorities Reported Using FSMCs 




16-20 years 

9% 

More than 20 years 



Up to 5 years 



6-10 years 



11-15 years 



Note: 8.4 percent of the 1,175 food authorities did not provide us with this information. 



According to the survey responses, the average size of the food service 
budgets of food authorities using and not using fsmcs was not significantly 
different. 

The food authorities using fsmcs, on average, had more schools and 
students in their school districts than food authorities not using fsmcs. 
These food authorities reported an average of 6.4 schools in their districts 
that participated in the lunch program, compared with an average of 4.7 
(3.9 to 5.5) schools in districts not using fsmcs. Furthermore, food 
authorities using fsmcs reported higher enrollments in their districts — an 
average of 3,539 students — compared with an estimated average of 2,317 
(1,889 to 2,745) students in districts not using fsmcs. We also found that of 
the food authorities using fsmcs, about 91 percent operate food services in 
public schools, and about 9 percent operate food services in private 
schools. 
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While the food authorities using fsmcs were concentrated in certain 
sections of the nation, fsmcs were generally national companies. As figure 
2.3 shows, 57 percent of the food authorities using fsmcs reported that 
they used food service companies that operate nationwide. Other food 
authorities used fsmcs that were local (operating within a state or at a 
single location) or regional (operating in more than one state) companies. 



Figure 2.3: Percentage of Food 
Authorities That Reported Using 
National, Regional, or Local FSMCs 




SFAs Using Local Companies 

3% 

Non-responses 



SFAs Using National Companies 



SFAs Using Regional Companies 



Legend 

SFA = school food authority 

Note: Percentages do not add to 100 because of rounding. 



Food Authorities 
Turned to FSMCs 
Primarily for 
Financial Reasons 



Financial issues were frequently cited reasons for choosing, considering, 
or not choosing to use fsmcs, according to our survey results. About 
three-fourths of the food authorities that use fsmcs reported that they 
turned to them for financial reasons; 77 percent cited expectations of 
reducing food service costs as a major or moderate reason; and 70 percent 
cited expectations of reducing budget deficits as a major or moderate 
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reason. While these reasons were cited most often as a major or moderate 
reason, food authorities also reported other considerations, including 
expectations of reducing administrative burden, increasing revenues, 
increasing student participation in the lunch program, increasing the 
nutritional value of the meals, having personnel or staffing concerns, and 
changing their employer/employee relationship with cafeteria staff. Figure 
2.4 shows the frequency with which food authorities rated reasons listed 
in our questionnaire as either major or moderate. 




Figure 2.4: Percentage of Food Authorities Citing Reasons for Using FSMCs 



Percent of SFAs 




Legend 

NSLP = National School Lunch Program 



ERLC r COPY AVAILABLE 
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In addition, 2 to 4 percent of the food authorities not using fsmcs were 
considering their use. For these food authorities, financial concerns were 
also reasons why they might use fsmcs. Of these food authorities, 61 to 
95 percent reported that one reason for considering a change was their 
belief that the use of fsmcs would reduce food service costs. The food 
authorities also indicated that reducing administrative burden was a 
reason for considering the use of fsmcs. Table 2.2 shows the frequency of 
reasons cited by food authorities for considering the use of fsmcs. 



Table 2.2: Percentage of Food 
Authorities Citing Reasons for 
Considering the Use of FSMCs 



Reasons listed in the 
questionnaire 


Percent of SFAs citing 
reason as major, 
moderate, or minor 
reason for considering the 
use of FSMCs 


95-percent confidence 
interval 


Reduce administrative burden 


83 


67 to 98 


Reduce food service costs 


78 


61 to 95 


Increase revenues 


52 


32 to 73 


Reduce budget deficits 


52 


32 to 73 


Increase participation in NSLP 


43 


23 to 64 


Change in 

employer/employee 

relationship 


39 


19 to 59 


Personnel or staffing 
concerns 


39 


19 to 59 


School board preference 


30 


12 to 49 


Increase nutritional value of 
meals 


26 


8 to 44 



Legend 

NSLP = National School Lunch Program 

Note: Two other reasons — school board mandate and reduced number of students leaving school 
grounds — were included in the questionnaire but were cited by too few to report. 



In contrast, over half of the food authorities not using fsmcs indicated that 
they were not using fsmcs because of their own financial stability, among 
other reasons. From a list of reasons provided in our questionnaire, these 
food authorities cited the small size of their food service operation and 
their financial stability as reasons for not contracting with an fsmc. Over 
one-third of the food authorities indicated that it was the school board’s 
preference not to use fsmcs. A similar proportion indicated that they did 
not use fsmcs because of the good local perceptions regarding their 
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operation of the food service. These and other reasons for not using fsmcs 
and the frequencies with which they were cited by food authorities are 
shown in figure 2.5. 



Figure 2.5: Percentage of Food 
Authorities Citing Reasons for Not 
Using FSMCs 




Legend 

SFA = school food authority 

Note: The sampling errors for each of the percentages above are listed in order from left to right: 

3.5 percent, 3.6 percent, 3.5 percent, 3.5 percent, 3.0 percent, 2.6 percent, 1 .6 percent, 

1.6 percent, and 1.0 percent, respectively. 



Food Authorities 
Report Benefits From 
Contracting With 
FSMCs 



Seventy-eight percent of the food authorities using fsmcs reported that 
after using an fsmc, their food services were operating at about even with 
their budget or at a surplus — up from 27 percent prior to using an fsmc — in 
school year 1995-96. In comparison, the budgetary situation for these food 
authorities was about the same regarding reported budget deficits as that 
of food authorities not contracting with fsmcs. Food authorities using 
fsmcs reported that their costs for food, payroll, employee benefits, and 
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administration were lower; student participation in the lunch program 
increased; and a la carte sales increased. Although the food authorities 
using fsmcs had improved their prior financial conditions, their average 
student participation rates were below those of food authorities that did 
not use fsmcs. 



After Using FSMCs, Most 
Food Authorities Were 
Operating Within Their 
Budgets 



After using fsmcs, 32 percent of the food authorities reported that their 
schools’ food service operated at a surplus; 46 percent reported operating 
at about even with their budgets; and 19 percent reported operating at a 
deficit. As figure 2.6 shows, food authorities improved their budget 
conditions after using fsmcs to the point where they were about the same 
regarding reported budget deficits as food authorities that were not using 
fsmcs. The figure also shows that 61 percent of the food authorities using 
fsmcs reported that prior to using fsmcs their schools’ food service 
operated at a deficit, while 20 percent reported operating at about even 
with their budgets. Only 7 percent of the food authorities reported 
operating their food service at a surplus prior to using an fsmc. 
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70 Percent of SFAs 



61 




Prior to SFA Use After SFA Use of SFAs Not Using 

of FSMCs FSMCs FSMCs 




Budget Surplus 
About Even With Budget 
Budget Deficit 



Legend 

SFA = school food authority 

Note: The 95-percent confidence interval for "SFAs Not Using FSMCs" is 18 to 24 percent for 
"Budget Surplus," 53 to 60 percent for "About Even With Budget," and 16 to 21 percent for 
"Budget Deficit." The percentage of SFAs reporting a budget surplus "After SFA Use of FSMCs" 
differs significantly from "SFAs Not Using FSMCs” as does those reporting "About Even With 
Budget.” 



As shown in figure 2.7, food authorities that used fsmcs generally reported 
reductions in various food service costs as a result of using fsmcs. 
Fifty-eight percent of the food authorities reported reduced food costs, 
and additional savings were reported in payroll, program administration, 
employee benefits, and cafeteria/kitchen supplies. Twenty-three percent of 
the food authorities reported cost reductions in cafeteria/kitchen 
equipment after using fsmcs. 
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Figure 2.7: Percentage of Food Authorities Reporting Changes in Food Service Component Costs After Using FSMCs 
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Food Authorities Reported 
Other Impacts Resulting 
From the Use of FSMCs 



In addition to the budgetary improvements, food authorities reported the 
following other impacts from using fsmcs: 

Lunch program participation. 



Seventy-three percent of the food authorities using fsmcs reported 
increases in average student participation in the lunch program as a result 
of using fsmcs; 14 percent reported that it remained about the same; and 
2 percent reported decreases. 

• Sales of a la carte items. 



Seventy-four percent of the food authorities using fsmcs reported 
increases in the sales of a la carte items in their lunch program; 11 percent 
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reported that their sales remained about the same; and 2 percent reported 
decreases. 

Students leaving school grounds . 

Among the food authorities using fsmcs and having schools that permit 
students to leave school grounds for lunch, 30 percent reported decreases 
in the number leaving as a result of using fsmcs; another 38 percent 
reported that the number remained about the same; and 7 percent 
reported an increase. 

(Twenty-five percent did not evaluate the effect of using an fsmc on 
students leaving school grounds.) 

In addition, 43 percent of the food authorities using fsmcs reported that 
most or all of their food service workers were retained by the school 
district when the food authorities began using an fsmc; 32 percent 
reported that all or most of their workers lost their jobs with the district 
but were rehired by the fsmc. (Our survey did not collect information on 
the possible changes in employee pay and benefits.) Thirty-six percent of 
the food authorities reported that their use of fsmcs resulted in a decrease 
in the number of school district employees overall. Also, a small 
percentage of food authorities reported that all or most of their staff 
retired, resigned, or were terminated by their district and not rehired by 
the fsmc. 

Finally, 36 percent of the food authorities using fsmcs reported that the 
amount of federal commodities they accept increased after using fsmcs; 
another 39 percent reported that their acceptance had remained constant; 
and 5 percent reported a decrease. 



Despite reported improvements in the budgetary situations of food 
authorities using fsmcs and reported increases in participation in the lunch 
program, these food authorities’ participation rates in the lunch program 
were lower than those reported by food authorities not using fsmcs. Our 
analysis shows that during school year 1995-96, the average participation 
rate for food authorities using food service companies was 49 percent, 
compared with 65 to 68 percent for those not using fsmcs. 
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Food authorities’ contracts with fsmcs vary in content and in compliance 
with the selected federal requirements from the usda guidance we 
reviewed. 1 In addition to stating that fsmcs will prepare and serve school 
meals, the contracts assign responsibility for other meal-related services 
such as food purchasing and nutrition education to the fsmc in varying 
degrees. Furthermore, although most food service contracts state that 
food authorities will pay fsmcs using a cost-plus-a-fixed-fee payment 
structure, the types and number of fixed fees vary. Finally, about one-half 
to two-thirds of the fsmc contracts do not contain all provisions required 
by usda’s guidance that we reviewed. The required provisions most often 
not found in the contracts were those intended to ensure that the food 
authorities maintain control of the school meals programs. 


Food Authorities 
Contract for a Variety 
of Services 


While almost all fsmc contracts state that the fsmc is responsible for 
preparing and serving meals and identify which meals the fsmc will 
provide, the contracts vary with regard to other related services — such as 
food purchasing and nutrition education — that they assign to the fsmc. We 
found that some contracts assign responsibility for related meal services 
to the fsmc, some to the food authority, and some to both organizations. In 
addition, while most contracts contain provisions defining responsibilities 
for managing food service personnel, their treatment of issues affecting 
the employment of existing personnel varies. 


FSMC Contracts Vary in 
Types of Meals Provided 


Our review indicates that almost all contracts state that the fsmc is 
responsible for preparing and serving meals. In addition, about 91 (84 to 
98) percent of the contracts state that the fsmc will provide lunch, and 69 
(58 to 80) percent state that the fsmc will provide breakfast. We also found 
that contracts specify a la carte service to be provided by the fsmc about 
as often as they specify breakfast Table 3.1 shows the percentage of 
fsmcs’ contracts that provide for specific meal services. 
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l Federal requirements are based on the program’s policies, pertinent regulatory requirements, and 
guidance as described in Contracting With Food Service Management Companies: Guidance for School 
Food Authorities, Food and Consumer Service, USDA (rev., Apr. 1995, final, June 1995). 
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Table 3.1: Types of Meals Specified in 
FSMCs 1 Contracts 


Meal services provided by 
FSMC 


Percent of contracts 


95-percent confidence 
interval 




Lunch 


91 


84 to 98 




A la carte 


78 


68 to 88 




Breakfast 


69 


58 to 80 




Special events meals 


28 


17 to 39 



Note: Other services were mentioned too infrequently to provide an accurate estimate. 



The fsmc contracts vary in the assignment of eight other related meal 
services we reviewed. Some contracts assign responsibility for these 
related meal services to the fsmc, some to the food authority, and some to 
both organizations. Eight services we examined included (1) purchasing 
food, (2) counting meals, (3) inventorying and storing food, (4) planning 
menus, (5) providing for nutrition education, (6) cleaning, (7) paying for 
utilities, and (8) repairing and maintaining equipment. As table 3.2 shows, 
it was common for contracts to assign up to three additional meal-related 
services to the fsmc, while few assigned more than three of these eight 
services to the fsmc. 



Table 3.2: Percentage of Contracts 
Assigning Responsibility for Multiple 
Related Meal Services to FSMCs 



Table 3.3 shows the percentage of contracts assigning responsibility for 
various meal services to the fsmc, the food authority, or both. 



Number of the related 
services assigned to the 
FSMC 


Percent of contracts 


95-percent confidence 
interval 


Four services 


12 


4 to 19 


Three services 


25 


15 to 35 


Two services 


41 


29 to 53 


One service 


21 


1 1 to 30 



Assignment of 
Responsibility for Related 
Meal Service Activities 
Varies 
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Table 3.3: Percentage of FSMCs’ 
Contracts Assigning Responsibility for 
Various Meal-Related Services 


Assignment of 
responsibility in contract 


Meal-related service 


Percent 


95-percent 

confidence 

interval 




FSMC 


Food purchasing 


87 


79 to 95 






Meal counts 


87 


79 to 95 






Nutrition education 


24 


13 to 34 






Food inventory and storage 


12 


4 to 19 




Both FSMC and SFA 


Menu planning 


91 


84 to 98 






Cleaning 


84 


75 to 93 






Food inventory and storage 


65 


53 to 76 






Nutrition education 


51 


40 to 63 




SFA 


Utilities 


81 


72 to 90 






Equipment repair and 
maintenance 


66 


55 to 77 



Legend 

SFA » school food authority 



In addition to these eight services, we noted that fsmcs’ contracts assign 
responsibility for other related meal services. Some services typically 
assigned to the fsmc are (1) catering; (2) providing for laundry and towels, 
condiments, and eating utensils; (3) representing food authorities at 
meetings; and (4) evaluating the food service. Some responsibilities 
typically assigned to the food authority include providing gas and oil for 
vehicles, telephone service, and garbage removal. 



FSMCs’ Contracts Vary in Most FSMC contracts define responsibilities for managing food service 
Their Treatment Of personnel, but they vary in their treatment of issues affecting the 

Existing Personnel employment of existing personnel. On the basis of our review of fsmcs’ 

contracts, about 93 (86 to 99) percent of the fsmc contracts define 
responsibility for managing food service personnel in some fashion. More 
specifically, most of the contracts (82 to 97 percent) state that the fsmc 
will employ the food service manager. At least half (60 to 73 percent) of 
the contracts state that the fsmc will employ the food service staff. Other 
arrangements in the fsmc contracts specify that the food authority employ 
the staff (3 to 18 percent) and that the food authority and the fsmc each 
employ some of the food service staff (10 to 28 percent). 
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In addition, our review showed that many of the fsmc contracts (41 to 
65 percent) do not mention whether currently employed school food 
service staff will be retained by the food authority. However, some (9 to 
27 percent) contracts state that the existing school staff will retain their 
jobs. Table 3.4 shows the percentage of fsmcs’ contracts containing 
language regarding the retention of existing school staff. 



Table 3.4: Percentage of FSMCs 
Contracts Addressing Retention of 
Existing School Staff 


FSMCs* contract provision 
stating retention of school 
food service staff 


Percent of FSMCs* 
contracts 


95-percent confidence 
interval 




No mention 


53 


41 to 65 




Maybe or not clear 


24 


13 to 34 




Yes 


18 


9 to 27 




No 


0 


N/A 



Legend 

N/A = not applicable 



Furthermore, fsmc contracts vary on whether they include provisions 
against the hiring of current FSMC employees by the food authority or the 
hiring of current food authority employees by the fsmc. About 50 (38 to 
62) percent of the fsmc contracts contain language restricting the food 
authorities’ hiring of fsmc personnel. Conversely, 38 (27 to 50) percent of 
the fsmc contracts contain restrictions regarding the fsmcs’ hiring of food 
authority personnel. 



A Vast Majority of 
Contracts Specify a 
Cost-Plus-a-Fixed-Fee 
Payment Structure, 
but Other Financial 
Provisions Vary 



Most fsmc contracts we reviewed have a cost-plus-a-fixed-fee payment 
structure, but fees vary. In addition, some contracts address other 
financial arrangements, such as the treatment of rebates and discounts 
that the fsmc receives from purchasing food for the school meals programs 
and guarantees for a financial return or against a financial loss to the food 
authority. 



Most Contracts Have a 
Cost-Plus-a-Fixed-Fee 
Payment Structure, but 
Fees Vary 



Under federal program regulations, fsmcs’ contracts may specify payments 

to the fsmc through either a (1) cost-plus-a-fixed-fee method or a 

(2) fixed-price or fee payment method. On the basis of our review, about 
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91 (84 to 98) percent of fsmcs’ contracts use the cost-plus-a-fixed-fee 
payment method. 

According to usda guidance, under the cost-plus-a-fixed-fee method, the 
fsmc passes food service operating costs through to the food authority and 
charges an additional fixed- or flat-fee for management and administrative 
costs. Typically, the administrative fee represents overhead costs, and the 
management fee represents the profits. A cost-plus-a-fixed-fee payment 
structure may include one or more of these fees and may also be 
quantified as a per-meal fee and/or an annual fee. On the basis of our 
review, about 40 (28 to 51) percent of the fsmc contracts have only annual 
fees; 50 (38 to 62) percent have only per-meal fees; and 10 (3 to 18) percent 



have annual fees and per-meal fees. Table 3.5 shows the most common 
types of fixed fees and associated average dollar amounts. 


TflhtA 5 Moot Common PlvaH Caao in 








■ auic ivivJoi V/ommon riAea rees in 

Cost-Plus-a-Fixed-Fee Payment 
Structures 


Type of fixed fee 


Estimate of percent of 
FSMCs’ contracts 
(95-percent confidence 
interval) 


Average fee (95-percent 
confidence interval) 




Annual administrative fee 


35 

(24 to 47) 


$12,867 
($10,489 to $15,245) 




Annual management fee 


26 

(16 to 37) 


12,531 
(7,483 to 17,579) 




Per-meal administrative fee 


34 


.093 






(23 to 45) 


(.06 to .13) 




Per-meal management fee 


38 

(27 to 50) 


.045 

(.03 to .06) 



Note: Per-meal amounts can vary with the number of meals and the per-meal fees presented in this 
table are the average constant fee per meal. 



Although federal regulations allow another payment method — fixed-price 
or fee payment structure — few (0.3 to 11 percent) of the fsmc contracts 
specify this approach. According to usda’s guidance, in a fixed-price or fee 
contract, charges are based on a unit charge. The unit may be per meal or 
per time period, typically a year. For example, the fsmc might charge $1.50 
per meal, or $50,000 per year. In each instance, the fee charged is expected 
to cover all operating and administrative costs, and no additional costs are 
to be charged to the food authority. 

Two other types of financial payments — cost-plus-a-percentage-of-cost and 
a cost-plus-a-percentage-of-income — are not permitted under federal 
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regulations (7 C.F.R. 210.16(c)). However, one contract that we reviewed 
specified a cost-plus-a-percentage-of-income payment structure. We are 
pursuing this issue with usda officials. 

In addition to the payment structure specified in the fsmc contracts, 
contracts may contain language permitting the food authority and the fsmc 
to renegotiate payment terms. Such renegotiations could occur if actual 
experience does not conform to the assumptions upon which the original 
fee structure was based. On the basis of our review of fsmcs’ contracts, 
about 51 (40 to 63) percent of the fsmc contracts contain provisions 
allowing for payment adjustments. 



Treatment of Rebates and According to usda’s guidance, as a control over purchasing, the fsmc’s 
Discounts Varies contract should state how discounts that the fsmc obtains when 

purchasing food are to be passed through to the food authority. 2 We found 
that many contracts do not address rebates and discounts and that some 
fsmc contracts contain provisions allowing fsmcs to receive some of the 
rebates and discounts obtained from vendors. As table 3.6 shows, fsmcs’ 
contracts vary depending on how these rebates and discounts are handled 
in the contracts. 



Table 3.6: Treatment of Rebates and 
Discounts in Contracts 


Contract language 


Percent of FSMCs’ 
contracts 


95-percent confidence 
interval 




Contract does not address 
rebates or discounts. 


40 


28 to 51 




Contract requires that all 
rebates/discounts be passed 
back to the SFA. 


37 


25 to 48 




Contract permits the FSMC to 
retain some 

rebates/discounts obtained 
from vendors. 


18 


9 to 27 



Legend 

SFA = school food authority 



fsmcs’ contracts that permit the fsmc to retain some of the 
rebates/discounts also vary depending on who receives these 
discounts/rebates. For example, some contracts we reviewed state that 
only local discounts will be passed back to the food authority; other 



2 This applies to cost-reimbursable contracts and is not applicable to fixed-price contracts. 
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discounts or rebates, from such sources as regional and national 
purchasing arrangements, are to be retained by the fsmc. 



Some FSMC Contracts 
Contain Financial 
Guarantees 



According to usda’s guidance, fsmcs’ contracts may contain language that 
guarantees a financial return or provides for protection against a financial 
loss to the food authority. On the basis of our review of fsmcs’ contracts, 
about 18 (9 to 27) percent of the contracts contain a guarantee of surplus 
revenues. The average dollar amount of this guarantee was between 
$10,198 and $67,419. This type of guarantee was not always carried 
forward and in some cases was reduced when the contract was renewed. 
Of the 12 contracts we reviewed that initially guaranteed a surplus, 6 have 
contract renewals. Of those six, three continue the surplus guarantee in 
the current contract renewal. In two of those cases, the surplus guarantee 
was reduced when the contract was renewed. 

In addition, on the basis of our review of fsmcs’ contracts, about 44 (32 to 
56) percent of fsmcs’ contracts contain provisions that guarantee against a 
financial deficit in operating the school meals programs. 



Many FSMC Contracts 
Do Not Contain All 
Eight Required 
Contractual 
Provisions That We 
Reviewed 



usda’s guidance for food authorities’ contracts with fsmcs specifies a 
number of provisions that must appear in the contracts to ensure that 
federal requirements are met 3 State agencies are responsible for reviewing 
these contracts to ensure that all the required provisions are included. We 
reviewed fsmcs’ contracts to determine if they contained eight required 
provisions. We selected two provisions in each of the following four areas: 
(1) financial control, (2) usDA-donated foods, (3) monitoring and 
evaluation, and (4) duration and renewal of contracts. We found that about 
57 (46 to 69) percent of the fsmc contracts do not contain all eight 
federally required provisions we reviewed. The required provisions that 
were most often not in the contracts were those intended to ensure that 
food authorities maintain control of the school meals programs. 



Table 3.7 shows the percentage of fsmcs’ contracts that do not contain 
one, two, three, or more of the eight federally required provisions we 
reviewed. 



3 See Contracting with Food Service Management Companies: Guidance for School Food Authorities , 
Food and Consumer Service, USDA (rev., Apr. 1995, final, June 1995). 
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Table 3.7: Percentage of FSMCs’ 
Contracts That Do Not Contain One, 
Two, Three, or More of the Required 
Provisions 


Number of provisions not 
contained in FSMCs’ 
contracts 


Percent of FSMCs’ 
contracts 


95-percent confidence 
interval 




One 


19 


10 to 28 




Two 


25 


15 to 35 




Three or more 


13 


5 to 21 



Some Contracts Do Not 
Contain Selected Required 
Financial Control 
Provisions 



Under federal requirements, fsmcs’ contracts must include a provision 
stating that the food authority retains control of the overall financial 
responsibility for the school meals programs, including the nonprofit 
school food service account On the basis of our review of fsmcs’ 
contracts, about 35 (24 to 47) percent of fsmcs’ contracts do not contain 
this required provision. 



In addition, fsmcs’ contracts must include a provision reaffirming the food 
authority’s responsibility for establishing all prices for meals served under 
the nonprofit school food service account (e.g., pricing for all 
reimbursable meals, a la carte service and vending machines, and adult 
meals). Our review indicates that about 12 (4 to 19) percent of fsmcs’ 
contracts do not contain this required provision. 

Table 3.8 shows the percentage of fsmcs’ contracts that do not contain the 
required provisions we reviewed that address food authorities’ financial 
control responsibilities. 



Table Percentage FSMCs’ 

Contracts That Do Not Contain Percent of FSMCs’ 

Selected Required Financial Control contracts that do not 95-percent confidence 

Provisions Required provision contain this requirement Interval 

SFA retains control of the 35 24 to 47 

nonprofit school food service 

account and overall financial 

responsibility for the school 

nutrition program. 



SFA retains control of the 12 4 to 1 9 

establishment of all prices for 

meals served under the 

nonprofit school service 

account. 



Legend 

SFA = school food authority 
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Some Contracts Do Not 
Contain Selected Required 
USDA-Donated Foods 
Provisions 



Under federal requirements, all contracts must state that the food 
authority retain title to usDA-donated foods (such as fruit, vegetables, 
meat, and poultry). Some of fsmcs’ contracts do not contain this provision. 
In addition, food authorities are to ensure that these foods are used for the 
school meals programs. These usDA-donated foods offset the cost to food 
authorities of providing school meals. Few (3 of 68) of the fsmcs’ contracts 
we reviewed did not contain this provision. 



Table 3.9 shows the percentage of fsmcs’ contracts that do not contain the 
required provisions addressing food authorities’ responsibilities for 
usDA-donated foods. 



Table 3.9: Percentage of FSMCs’ 
Contracts That Do Not Contain 
Selected Required USDA-Donated 
Foods Provisions 


Required provision 


Percent of FSMCs’ 
contracts that do not 
contain this requirement 


95-percent confidence 
interval 




SFA retains title to 
USDA-donated foods. 


35 


24 to 47 




SFA ensures that all 
USDA-donated foods made 
available to the FSMC accrue 
only to the benefit of the 
SFA’s nonprofit school food 
service and are fully utilized 
therein. 


a 


N/A 



Legend 

N/A = not applicable 
SFA = school food authority 



a No estimate developed. 



Some Contracts Do Not 
Contain Selected 
Monitoring and Evaluation 
Requirements 



According to federal requirements, contract provisions must confirm the 
food authority’s responsibility to monitor the food service operation 
through periodic on-site visits. According to usda’s guidance, the purpose 
of monitoring is to ensure that the fsmc complies with the contract and 
any other applicable federal, state, and local rules and regulations. On the 
basis of our review of fsmcs’ contracts, about 18 (9 to 27) percent of the 
contracts do not contain this required provision. 
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In addition to spelling out the food authority’s monitoring responsibilities, 
the contract must state that fsmc’s records will be made available upon 
request to the Comptroller General, usda, the state agency responsible for 
overseeing food authorities, and the food authority for audits and other 
types of evaluations to be conducted. On the basis of our review, about 10 
(3 to 18) percent of fsmcs’ contracts do not contain parts of this 
requirement. 

Table 3.10 shows the percentage of fsmcs’ contracts that do not contain 
the required monitoring and evaluation provisions we reviewed. 



Table 3.1 0: Percentage of FSMCs’ 
Contracts That Do Not Contain 
Selected Required Monitoring and 
Evaluation Provisions 



Required provision 


Percent of FSMCs’ 
contracts that do not 
contain this requirement 


95-percent confidence 
interval 


SFA monitors the food 
service operation through 
periodic on-site visits to 
ensure that the food service 
is in conformance with 
program, regulations. 


18 


9 to 27 


Records must be made 
available to the Comptroller 
General, USDA, the state 
agency, and SFA upon 
request for the purpose of 
making audit, examination, 
excerpts, and transcriptions. 


10 


3 to 18 



Legend 

SFA = school food authority 



Most Contracts Comply 
With Duration and 
Renewal Requirements 



According to federal requirements, a contract must identify a beginning 
and ending date to ensure that the contract between the food authority 
and the fsmc is not longer than 1 year in duration. We found only 1 fsmc 
contract in the 68 we reviewed that did not contain provisions limiting the 
contract’s duration to 1 year or less. 

In addition, federal requirements stipulate that options for renewing fsmcs’ 
contracts may not exceed four additional 1-year extensions. While almost 
all of fsmcs’ contracts (66 of 68) we reviewed contain provisions for 
renewal at the end of 1 year, few (3 of 68) of the fsmc contracts we 
reviewed do not include the required renewal limit. 
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Omission of Required 
Provisions in Contracts 
May Diminish Compliance 



usda’s guidance for contracts with fsmcs specifies a number of provisions 
that must appear in these contracts to ensure that federal requirements are 
met. Required provisions include a range of terms and conditions 
addressing the food authority’s and the fsmc’s responsibilities in such 
areas as financial controls and payments; monitoring; the quality, extent, 
and general nature of the food service; controlling usda donated foods; and 
various record-keeping and reporting functions. 



State agencies, according to usda’s guidance, are responsible for reviewing 
these contracts to ensure that all the required provisions are included. 4 
According to usda, the contract between a food authority and an fsmc is a 
mayor factor in ensuring a meal service that not only meets the best 
interest of the food authority but also conforms to federal, state, and local 
requirements. In addition, according to usda, the contract is the basis for 
successful and appropriate oversight by the food authority. 



If food authorities’ contracts with fsmcs lack required provisions specified 
in usda’s guidance, uncertainty may result about the responsibilities of 
each party and thereby diminish compliance with federal requirements. 
This uncertainty could occur even if a contract states that the fsmc will 
adhere to the lunch program’s regulations because usda’s guidance is more 
specific than the regulations and specifies that the contracts must contain 
certain provisions. For example, the guidance requires the contract to 
include a provision that the food authority retain control of the school 
food service account and overall financial responsibility for the school 
nutrition program. In contrast, the lunch program’s regulation (7 C.F.R. 
210.16(a)(4)) states that the food authority shall “retain control of the 
quality, extent, and general nature of food service.” In addition, since a 
contract may provide that it represents the entire agreement between the 
parties, the failure to require compliance with the guidance in the contract 
may mean that the fsmc is not bound by the required provisions in the 
guidance. 



Conclusions 



While contracts between food authorities and fsmcs may properly vary in 
their assignments of responsibilities, they should not vary in their 
compliance with usda’s guidance for contracting with fsmcs. If the 
provisions required by this guidance are not included in the contract, 
questions may arise over whether the fsmc is subject to these provisions. 



^Contracting with Food Service Management Companies: Guidance for State Agencies , Food and 
Consumer Service, USDA (rev., Apr. 1995, final, June 1995). 
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Consequently, such omissions could result in fsmcs’ noncompliance with 
the federal requirements for the lunch program. 



Recommendation to 
the Secretary of 
Agriculture 



To achieve improved compliance with usda’s guidance, we recommend 
that the Secretary of Agriculture direct the Administrator, Food and 
Consumer Service, to work with appropriate state officials to ensure that 
fsmcs’ contracts contain the provisions required by usda’s guidance on 
contracting with fsmcs. 



Agency Comments 




We provided usda’s Food and Consumer Service with copies of a draft of 
this report for review and comment. We met with agency officials 
including the Director of the Grants Management Division, usda concurred 
with our recommendation and plans to take action. Planned actions 
include (1) sending a letter to appropriate state agencies reiterating the 
importance of including required provisions in fsmcs’ contracts and 
(2) making usda’s guidance for contracting with fsmcs more readily 
available by placing it on the agency’s automated information system and 
the Internet. 
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